Inclusive economic growth is one of key challenges facing countries across the globe, notwithstanding initial conditions, particularly following the 2008 global economic slowdown. This paper searches for links between the quality of institutions, economic policies, economic growth and employment creation in low-income countries, using the specific case of Sierra Leone to illustrate. While its findings are consistent with the literature, the paper suggests that re-focusing economic policies on per capita real GDP growth may yield employment dividends, but well-targeted interventions would be needed to cater for the unemployed and to support vulnerable groups which may be adversely impacted by the very policies that drive growth.
Introduction
Following the global economic slowdown in the aftermath of the 2008-09 financial crisis, requests of the Arab Spring are from the youth across the world for voice and viable solutions to their economic plight, and reflecting persistence of unemployment and social exclusion in lowincome countries, governments have begun a search for inclusive growth-i.e. output expansion that generates jobs. This search is supported by the principle that acceleration in economic growth benefits the poorer segments of population so long as it does not worsen the distribution of wealth. In effect, this thinking is based on the idea that economic growth enables the participation of the unemployed and the poor who, through engagement in the production processes that generate growth, will benefit through an absolute increase in their incomes. Thus, according to this thinking, inclusive growth relates to alleviation of absolute poverty, and the increases in growth improve the GINI coefficient in countries (see for example Ianchovichina and Lundstrum [1] , and Ravallion and Chen [2] , for an absolute definition of pro-poor growth). Put another way, countries with more equal income distributions experience higher economic growth. Despite these hypotheses, the literature on inclusive growth (in exception of the few that we discuss in the next section) has been relatively silent on the role of policies that help sustain economic growth and on those that help generate jobs and provide a social protection floor for the vulnerable.
In order to understand economic growth earlier, research established the following stylized facts relating to the nature and pattern of growth across the globe: 1) there are variations in per capita income across the world, 2) the rate of economic growth varies substantially across the world, 3) economic growth rates are not generally constant over time, 4) a country's relative position in the world distribution of per capita income is not immutable-countries can move from being poor to being rich and vice versa, 5) the United States of America has exhibited a steady, sustained growth in per capita income over the past century (except in the aftermath of the recession of 2008), 6) growth in output and growth in volume of international trade (openness) are closely related, and 7) both skilled and unskilled workers tend to migrate from poor to rich countries or regions. In the same vein, Dollar and Kraay [3] , find that globalization, openness, and trade help sustain growth and reduce poverty. Thus, the facts on variations in growth patterns have been documented along with the role of policy in sustaining economic growth and reducing poverty.
However, engineering inclusive growth or embarking on a growth path that generates jobs and helps reduce poverty in Low-Income Countries (LICs) is getting increasingly illusive, particularly as millions of the youths in these countries remain unemployed or underemployed for various reasons, and the duration of unemployment among this group is long and continues to pose challenges to macroeconomic policy. In circumstances such as this, it is not sufficient to just have economic growth year after year; the type of growth which is required is one that engages the youth in gainful employment and provide for the vulnerable-thus helping reduce the potential for social unrest. Thus, supplemental policies may be required to address income inequality and provide for vulnerable groups, such as the aged and the unemployable. The big question, however, is how to do this; how do we achieve inclusive growth? In this paper, we follow the pro-poor growth literature but extend this, using data on Sierra Leone, to empirically identify country-specific circumstances (socio-political history and economic endowments) and policy requirements to attain inclusive growth.
The paper finds that macroeconomic stability supports inclusive economic growth; countries that have reduced inflation variability (and thus, have more stable economic environment) also exhibited higher per capita economic growth rates. In addition, while economic openness helps pro-poor growth, it is necessary to adopt policies that help maintain international competitiveness, particularly in resource-rich countries that may experience real appreciation of their currencies as the resource sector drives wage increases and nominal appreciation of their currencies. Furthermore, credit boom supports economic growth, while stable government consumption supports macroeconomic stability. The paper is organized as follows. The second section discusses earlier findings in the pro-poor or inclusive growth literature, emphasizing the role of economic policy in driving growth and poverty reduction; this section also presents the socio-political background of Sierra Leone. Section 3 outlines the growth accounting model used to estimate total factor productivity (TFP) in the full sample of countries, LICs and SubSaharan Africa countries; Sierra Leone's performance is discussed alongside its peers. In addition, the section presents the empirical econometric model estimated, discussing its main assumptions and the benefits of the panel estimators chosen 1 . Section 4 presents and discusses policy implications of the empirical results and their relevance to Sierra Leone's circumstances. Section 5 summarizes the paper and presents some concluding remarks.
Background and Literature Survey
The search for inclusive growth and economic policies conducive to such growth started with an inquiry into an operational definition of inclusive growth and its characterization. Various researchers have attempted various definitions ranging from pro-poor growth to povertyreducing growth. The approach adopted by these earlier researchers was bedeviled by criticality of the distinction between absolute and relative poverty. Ravallion and Chen [2] put this succinctly as the questions of "how the gains from aggregate economic growth (or losses from contraction) were distributed across households according to their initial incomes or expenditures". Further work into the nature and pattern of growth has revealed that countries that have experienced sustained economic growth have also experienced significant reductions in poverty and income inequality. While most of these findings are based only on analysis of correlation coefficients among relevant variables and do not indicate causality, it is widely documented (see for example Rodrik [6] and Dollar and Kraay [3] ) that sustained rapid growth that expands economic opportunities also tends to make society well off-thus reducing absolute poverty. Thus, inclusive growth has come to be defined as growth that enlarges the size of the economy and increases employment opportunities. Attaining this type of growth helps reduce absolute poverty. This is the thrust of the approach we adopt in this paper, particularly since we do not have good indicators for measuring relative poverty, but first, we would like to revisit earlier empirical findings that provide solid foundations for our empirical assumptions.
In a discourse on the impact of economic growth on poverty reduction, Rodrik [6] asserts that absolute poverty has declined in countries that have sustained rapid economic growth in the past decade. He argues that since the GINI coefficient tends to be stable over time in countries, any gains in growth are translated into poverty reduction, and that the relevant question to ask is what types of policies promote growth and reduce poverty. In his view, "… the magnitude of poverty reduction payoff from growth depends, in part, on a country's specific circumstances and policies". Investigating the significance of various policies on economic growth and poverty reduction, Dollar and Kraay [3] found openness to foreign trade, good rule of law and fiscal discipline, and avoidance of inflation to be important drivers. They conclude that "… growth generally does benefit the poor…" and that the quest for poverty reduction should aim at policies that promote growth. Furthermore, they argue for good institutions, the rule of law, and property rights along with political stability (and peace) when they assert that these conditions "… directly create a good environment for poor households to increase their production and income". Indeed, in their analysis of the growthpoverty nexus, Pinkovskiy and Sala-i-Martin [7] indi-F. Y. KUMAH, M. SANDY 760 cated that poverty and GDP per capita in the largest Sub-Saharan African countries during 1970-2009 (Ethiopia, South Africa, Nigeria, and Congo-Zaire) are "mirror images of each other"-thus, consistent with the findings of Dollar and Kraay [3] , policies that promote growth of per capita GDP also help reduce poverty.
We gather from these findings that 1) growth-promoting policies also help alleviate poverty, since the GINI coefficient tends to be constant over time, and that 2) economic policies and quality of institutions do matter in the quest for inclusive growth; just as initial country circumstances (for example, countries just emerging out of war have different challenges from those that have enjoyed long periods of peace) and the nature of the business environment as well as access to credit. These are the factors and considerations that drive the empirical research presented in this paper, using the specific example of Sierra Leone to illustrate the significance of institutions and economic policy.
The Case of Sierra Leone
Half a century has passed since Sierra Leone attained independence, and it has been a decade since the end of the civil conflict that halted economic activities, but structural impediments and institutional bottlenecks linger and continue to constrain output and employment growth. During the period immediately following independence and before the onset of the civil conflict (a period we dub an era of post-independence gust and vibrancy) Sierra Leone used to be called the Athens of West Africa mainly because it had the oldest university along the Gulf Coast -Fourah Bay College-which served as the hub for tertiary education in English-speaking West Africa. During this period, per capita real GDP growth averaged 4 percent per annum (a high level by regional standards) and inflation averaged 6 percent.
However, by the mid-1970s, adverse terms of trade shocks coupled with build-up of economic pressures in the aftermath of the Organization of African Unity (OAU) summit held in the country eroded productivity, stoked price pressures, and instigated political and civil conflict. Given its buoyant economy, the country was called upon by the African Union to host the OAU summit of heads of state in 1983. Coupled with adverse impact of a decline in iron ore prices in the mid-1970s, the financial decadence that followed the OAU meetings in 1983 eroded these gains even prior to the onset of the civil conflict in 1991. The main iron ore mining company, Delco mines, had to shut down and this triggered deterioration in the balance of payments as well as exchange rate and inflationary pressures that laid the foundations for political instability. During this period-of internalized adverse external shocks-per capita real GDP growth declined by 2 percent per year and inflation averaged 40 percent (Figures 1 and 2) .
While per capita real GDP growth declined inflation surged as the local currency depreciated by 24 percent relative to the dollar. The confluence of these factors visited untold hardship on the citizens and, coupled with the onset of the civil conflict in neighbouring Liberia, fueled the civil conflict that raged during 1991-2001-a period of heightened per capita misery.
The civil conflict halted all economic activity, institutions deteriorated and human indicators plummeted. There was a cobweb of coup d'etats in the early 1990s that culminated into a decade-long costly civil conflict. Per capita real GDP declined during this period as productivity sank, and inflation soared. In fact, this was the period of highest inflation, if the period before it is adjusted for the adverse effects of the OAU summit and terms of trade shock; consumer price inflation reached 70 percent in 1991 and averaged 25.5 percent per year, while per capita real GDP growth declined by 7.5 percent per year during the period. The country entered a phase of unprecedented per capita misery as infrastructure and human development suffered massive setback and basic social services disappeared overnight. Productivity growth and social indicators plummeted and Sierra Leone has since trailed behind regional peers on many social indicators ( Table 1) .
In addition to socio-economic factors described above, weak and unreliable infrastructure, public sector inefficiency, and the absence of the rule of law-particularly during the war years-limited the pace of private sector development, economic growth, and employment generation in Sierra Leone. In particular, the road network, electricity supply, and access to safe drinking water remain severely underdeveloped and unreliable. The road network leading to economically viable areas is in very poor state and most regional towns lack pipe-borne water. These conditions increased the cost of doing business through traffic congestion and interruption in utility services. With the completion of the Bumbuna hydro-electric project in 2009, progress has been made in stepping up power generation and electricity supply, particularly to the capital city, Freetown. However, excess energy demand persists as the over 25-year delay in completing the Bumbuna project meant that energy demand exceeded the generation capacity of the completed phase. In addition, the power distribution capacity is severely hampered by backward transmission and distribution network. As a result, even when there has been an increase in power generation, power distribution remains problematic.
Furthermore, institutional lapses and public sector inefficiency did not augur well for the business environment and economic growth. The main conclusions of Danny Rodrik et al. [8] , which underscore the significance of institutions for economic growth, are very pertinent to 3) The SSA income distribution average was derived by using the regional average; adjusted by the ratio of poverty headcount for regional average and SSA.
Sierra Leone where the incidence of corruption remains high, adherence to the rule of law weak, property rights almost nonexistent, and the public sector capacity remain inadequate to meet the current policy challenges. The push-factors of corruption are evident-high income inequality (with the top 20 percent wealthiest accounting for around two-thirds of the national income), lingering ethnic divisions, weak judicial system, low public sector capacity and a high degree of market failure. A juxtaposition of these factors is reflected in the persistent low ranking of Sierra Leone (except for recent signs of progress in 2011-12) under the public sector management and institutional cluster of the World Bank's Country Policy and Institutional Assessment (CPIA) 2 . Weak adherence to the rule of law is a particular problem, as it limits private sector growth, economic growth and job creation. While the legal framework has been upgraded to international standards in many areas, their effective application is often lagging behind. For example, the recently established commercial court has not made significant impact on the perception of the public regarding application of the laws of the state. In addition, the increase in diamond royalties, enacted in January 2010, was not implemented in line with the Mines and Mineral's Act 2009 for mining companies until after a year. Further, the legal limits on central bank lending to the government were abandoned for years until recently, while the National Public Procurement Act 2004 is continuously flouted along with other financial management regulations.
Growth Accounting and Model Specification
We utilize a growth accounting framework to identify factors that underpin real per capita growth 3 . Following the literature, we use the neoclassical Cobb-Douglas production function:
where t denotes real output/GDP per capita, t corresponds to total factor productivity, t is capital-labor ratio, and y a k  is the share of capital in the production process. Taking natural logarithms through Equation (1), totally differentiating with respect to time and re-arranging yields an expression for total factor productivity as
which indicates that total factor productivity can be derived as a residual after accounting for the contribution of capital per labor in real per capita output growth. To illustrate this using data, we build capital stock series using the perpetual-inventory method:
with an annual depreciation rate,  , of 4 percent, while  was set at 33 percent, in line with typical estimates from the literature. This is then divided by the labor stock, t , for each year to yield the capital labor ratio over time. The initial capital stock is calculated as
where 0 is initial (1960) output, 0 Y I is initial gross fixed investment,  is the depreciation rate, and g denotes output growth during 1960-1969. From Equation (2) we reckon that real per capita output growth is depended not only on the efficiency of capital-labor ratio but also on the productivity (TFP) enshrined in the whole production process. Following the classical approach of Solow (1957), we postulate that the residual from a regression could be interpreted as capturing total factor productivity, which could be dependent in turn on a variety of factors-such as openness of the economy (which expands the resource envelope of a country), the business and institutional environment, macroeconomic policies (the quality of economic institutions and arrangements and of initial policy stance), and access to credit-that have been considered in the literature.
y k 
Further, we specify an empirical panel econometric model of the form
where it denotes real per capita GDP growth, it is the capital-labor ratio, and it y k X is a matrix of proxy variables used to capture the effects of total factor productivity. As discussed above, we include in it X variables such as openness, the real effective exchange rate, an indicator of macroeconomic stability, credit boom and real government consumption. It turns out that inflation variability (defined as the logarithm of the deviation of inflation from the trend in 1960-1970) is a good indicator of macroeconomic stability. Likewise, credit boom (defined/derived as the logarithm of deviations of real private credit from trend) works well as an indicator for access to credit, as increases in this proxy variable has the desired effects on real per capita growth. The variable it  captures unobservable country-specific characteristics, while it is an error term with the usual classical assumptions: 1) orthogonality and zero mean
and homoskedasticity or constant variance   and
We further assume 1) correlated country-specific effects, or fixed effects such that   0
it i E X   4 ; and 2) strict exogeneity
, which rules out feedback effects from past shocks to current it X .
We do expect, a priori and consistent with the theory, 1   for stability, and a positive response of real per capita GDP growth to increases in the real capital-labor ratio (i.e. 0   ). Economic openness as defined, measures the extent to which a country trades with the rest of the world; by definition therefore, openness is expected to yield additional resources to a country in the form of gains from trade, and hence should increase growth potentials. Real exchange rate appreciation/depreciation reduce/enhance competitiveness of countries and has negative/positive effects on per capita real GDP growth. Further, macroeconomic stability is expected to enhance growth prospects, as it helps predictability and reduces costs to businesses. It cannot be overemphasized that growth of the private sector depends, first and foremost, on access to credit, which in turn, improves growth prospects. On the other hand, excessive real government consumption (i.e. public spending on wages and salaries, transfers and goods and services) only competes with the private sector for limited resources and hence reduces growth as the private sector tends to be crowded out by government spending. These a priori propositions are tested using panel data estimators.
Empirical Specification and Results
This section summarizes the results from our growth accounting exercise and econometric estimations. While the growth accounting exercise is a preliminary empirical verification of the relationship between real per capita GDP growth, the capital per labor ratio, and productivity growth, the econometric estimates offer broader parametric estimates of ( and -t k -t X ) elasticities of real per capita growth, which are policy relevant. In addition to these elasticities, we also investigate the impact of the quality of macroeconomic policy/management and the business environment. This section summarizes the empirical results and draws policy implications and relevance for Sub-Saharan African countries-Sierra Leone in particular.
Growth Accounting Results
The growth accounting framework for all countries for the period 1960-2010 indicates that TFP is an important factor in real per capita output growth ( Table 2) . For the full sample, real per capita GDP growth averaged 2 percent in 1960-2010, mainly originating from TFP which contributed about 1.5 percentage points to this growth. Per capita growth in low-income countries, including Sub-Saharan African countries, averaged 1 percent during the same period, with the bulk contribution originating from capital accumulation. groupings, the results for Sierra Leone show a decline in TFP contribution despite capital accumulation; real per capita output shrunk as TFP declined despite capital accumulation, particularly during the civil conflict in the late 1990s (Figure 1 ). This result indicates the significance of integrating capital accumulation with capacity building and improvements in basic services to support the production process.
Econometric Results
To empirically investigate the magnitude and significance of capital accumulation to growth in the absence of institutions and macroeconomic policy, we estimate a restricted form of Equation (5) where it X is set to be a null set or containing only an openness variable. The latter assumption was made to capture the resource augmenting impact of opening up an economy. Specifically, we anticipate that, given the quality of institutions, initial conditions (such as the incidence of political unrest or civil war that disrupted orderly economic activity in parts of the period), and macroeconomic policy, openness extends the resource frontier of countries bringing these countries into contact with more efficient technology and assistance in the form of aid or gains from trade. Two econometric estimators were adopted. The simple fixed effects approach was complemented by the first-differenced GMM approach of Arellano and Bond [9] to address concerns and biases due to endogeneity of openness and capital stock.
Based on country groupings indicated in Table A2 and variable definitions provided in Table A3 , the results summarized in Table 3 These results lead us to investigate the impact of other factors on the magnitude of capital elasticity of economic growth; more specifically, the question we seek to answer is whether capita accumulation alone is sufficient to support inclusive growth-alternatively, do initial conditions, quality of institutions, and economic policy matter? To answer this question, we replace the openness variable in it X with more active policy variables such as the real effective exchange rate, inflation variability, increases in private sector credit (or episodes of credit boom), and government consumption. All these variables are expressed in logarithms and so their respective coefficients in estimates of Equation (5) indicate elasticities or responses of economic growth (or inclusive growth) to policy. We also investigate the role of the quality of institutions. The empirical results are summarized in two parts-the role of (a) macroeconomic policy, and (b) quality of institutions:
1) Sound macroeconomic policies drive real per capita output growth
The impact of macroeconomic policy (or stability) on inclusive growth is captured through an inflation viability indicator which is estimated as the logarithm of the squared deviations of inflation from the trend established in the 1960s. It turns out that attaining macroeconomic stability improves growth performance in all samples considered. In particular, countries that reduced inflation variability through appropriate macroeconomic policies gained on inclusive growth-the elasticity, albeit small, is highly significant and consistent with a priori expectations of the effectiveness of macroeconomic policy.
Macroeconomic theory predicts that real exchange rate movements (through variations in the nominal exchange rate or inflation or some combinations of these) do influence the trade balance via the Marshall-Lerner condition, and subsequently on economic growth. In particular, exchange rate appreciations tend to adversely affect the trade balance and growth. Our empirical findings summarized in Table 4 are consistent with these theoretical predictions, which underscore the need for inflation control along with awareness about the impact of nominal exchange rate movements, particularly in natural resource rich countries, such as Sierra Leone, where large inflows into the mining sector might lead to nominal appreciation of the domestic currency while driving a wedge between wages in the tradable and nontradable sectors of the economy.
Availability of finance (defined in this paper to reflect credit booms or deviations of private credit/GDP ratio from the trend in the 1960s) helps finance private sector economic activity and boosts growth and employment. While our empirical results for all low-income countries are consistent with this proposition, SSA countries exhibit a perverse result where increases in credit (or credit boom) do reduce real per capita growth. This may be due to interaction of the dependent variable with the incidence of high nonperforming loans in some SSA countries and prevents effective realization of the positive effects of credit availability. Further research would be needed to investigate the relationship between credit and growth in SSA countries taking into account the effect of financial sector health generally.
Further, we plot two indicators of macroeconomic policy (the CPIA indicator on overall macroeconomic management and our inflation variability indicator) against per capita real GDP to get insights into the role of macroeconomic policy in promoting inclusive growth. The results depicted in Figure 3 further strengthen our findings from the econometric exercise. Specifically: 1) countries that have made good progress on overall macroeconomic management, culminating into higher average CPIA scores in 2005-2009 also showed high average per capita real GDP growth in 1960-2010. This finding runs through for all country samples considered-the full sample (in row 1), sample of LICs (in row 2), and SSA countries (in the last row); and 2) macroeconomic stability promotes inclusive growth-the charts in the second column of Figure 3 confirm this with a negative slope between average inflation variability and per capita real GDP growth in 1960-2010. Compared with other countries in the full sample as well as in the sample of LICs, SSA countries did not seem to have reaped the growth dividend from improving macroeconomic performance (Figure 3) . Almost all SSA countries tended to have lower average per capita real GDP growth rates than their peers even though they scored well on both indicators. This underscores the significance of initial conditions and the requirement of benign combination of factors and conditions for the full benefits of growth to be reaped.
For example, what would be the impact of good macroeconomic management in the presence of constraining infrastructure bottlenecks and capacity shortfalls? This is borne out by the performance of Sierra Leone, as the country scored very high on both indicators but had a relatively lower average rate of per capita real GDP growth even among peer SSA countries with similar levels of macroeconomic performance (third row of Figure  3 ) 5 .
2) Quality of economic institutions matter To avoid entering into the complexities of the nature of the interaction of institutions with economic factors and initial conditions (such as previous adverse or benign socio-political and/or economic conditions) 6 , we regroup all our country samples into subgroups of above and below average performers on the World Bank CPIA indicators for quality of structural policies, business environment, and overall macroeconomic management. We then run panel fixed effects regressions for these subgroups to ascertain whether there are any significant elasticities in estimated elasticities. The results are summarized in Appendix 3, Tables A4-A6. Based on these results we derive the total policy effects on inclusive growth of a ten-percent improvement in the quality of policy (i.e. in macroeconomic stability, government consumption and the real effective exchange rate). Improvements in macroeconomic stability and the real effective exchange rate are here interpreted as reductions or stability in inflation variability and the real effective exchange rate, while improvements in government consumption are increases in government current spending that do not crowd out the private sector or introduce inefficiencies that reduce the production possibilities frontier.
We introduce a simple penalty function to capture the total effects of these policy changes on inclusive growth. The penal aspect comes in where the sign of a coefficient deviates from its apriori theoretical expectations. We specify the simple penalty function  is a chosen percent change in the policy variable, p;  denotes the weight of the policy variable;  is the penalty coefficient (in this example, we set this to 10, the percent increase in the policy variable); and k (=1,2,…,n) is the number of policy variables. The results from implementing this simple penalty function using the panel fixed effects estimates reported in Appendix 3, Tables A4-A6 and setting  to 1 for all the policy variables considered reveal that the quality of structural reforms, the business environment, and of overall macroeconomic management do matter for economic growth-and job creation (Figure 4) .
Specifically, total policy impact in countries that scored well (i.e. above average) on the World Bank's CPIA sub-modules on these indicators is higher than the baseline (where no distinction is made regarding the quality of institutions and policy implementation) and across all country groupings, except in low-income countries (on all three indicators) and SSA countries (on the structural policies indicator). Thus, for SSA countries for example, the difference in the policy impact of a 10-percent improvement in the chosen policy variables varies by as much as 9 percentage points and 2 percentage points above the baseline impact, for quality of the 5 Prior to the civil conflict Sierra Leone was referred to as the Athens of West Africa-supplying education and skilled labor to the sub-region. The country boasts of one of the oldest universities south of the Sahara-Fourah Bay College. 6 Initial conditions have received much attention in the literature, but their characterization of the elements/factors-including colonial origins (Acemoglu et al. [10] , the slave trade (Nunn [11] ), and geography (Bloom and Sachs [12] , and-differ from our use of the term. Consistent with our view, some researchers (such as Fosu [13] use past policy regimes to proxy initial conditions. In this literature, such past policy regimes or "policy syndromes" are defined to include state controls, adverse redistribution, suboptimal intertemporal resource allocation, and state breakdown or war and civil conflict. Bosworth et al. [4] define initial conditions to include population growth, geography, institutional quality and initial per capita income. business environment and overall macroeconomic management, respectively. These results are corroborated in broader terms by Figure 5 , which reveals the significance of structural reforms and the quality of the business environment for real per capita GDP growth for all country groupings considered. The positive slope of the estimated trend line confirms this observation. Further, and similar to the results in the section above, almost all SSA countries fall below the average performance for their peers that scored similarly on the business environment indicator and the structural policies indicator. Again, this may indicate the absence of necessary ingredients such as peace, basic infrastructure, and human capacity. It is therefore no surprise that Sierra Leone, which has been through a decade of civil conflict that devastated basic infrastructure and halted progress in building human capacity, experienced even lower average per capita real GDP growth rate during the period even among its peer SSA countries that scored similar levels of quality of the business environment (such as Cote d'Ivoire and Mozambique) and progress on structural reform (Cote d'Ivoire and Niger).
Policy Implications
Policy implications emerging from the analysis could be divided into two: direct and indirect (or associated) implications. While the latter emanate from the enhanced effectiveness of policy that is associated with maintain-ing good progress on structural policies/reforms that enhance institutional efficiency and thereby boost the im- pact of policy changes on inclusive growth, the former are the direct multipliers from the basic fixed effects estimates. In particular, the results underscore the following:  pursuance of policies that promote macroeconomic stability is an essential tool in the search for inclusive growth;
 while opening up the economy helps expand the resource envelop for development and inclusive growth, evolution of the real exchange rate should be watched in order to ensure continued external competitiveness;  access to credit is essential for inclusive growth, but excessive credit booms should be watched to ensure financial stability; and  progress on structural reforms that enhance efficiency of public institutions boost policy effectiveness and inclusive growth; so do improvements in the business environment. Thus, while capital accumulation is essential for economic growth, supporting economic policies and institutional and business environment are equally important.
Relevance for Macroeconomic Policy in Sierra Leone
The search for inclusive growth in Sierra Leone has to incorporate stylized facts from the literature: while capital accumulation and the pursuit of macroeconomic stability are important, the quality of institutions and economic policy do matter. Dividends from steadfast pursuit of macroeconomic stability cannot be overemphasized. Not only does it help maintain the value of money (and dampen the burden of instability on the poor in society) but it also helps maintain a stable and predictable economic environment for private sector planning and operations that go to boost economic growth and employment. In addition, Sierra Leone, as in most LICs (although initial conditions and the nature of policy challenges may differ across countries) structural impediments to growth-1) weak and unreliable infrastructure; 2) institutional weaknesses; and 3) low quality of human capital-should be addressed through deep-going reforms. At the same time, effective sectoral policies would be required, particularly in agriculture and mining, to promote economic activity and create jobs. Low quality of human capital does not only limit labor's employment opportunities in the private sector but it also constraints public sector capacity. Public service delivery is weakened by the brain drain experienced during the conflict, which resulted in the recruitment of a large number of low-skilled labor force motivated by a poor political agenda. Furthermore, the drop in educational standards and skills mismatch limits the capacity of new graduates in filling the capacity gap. As a result, there remains a huge capacity gap in the public sector and most of the technical jobs are secured by local and foreign consultants. This has warranted the need for urgent civil service reform in order to enhance capacity for implementing the poverty reduction strategy. Some efforts have been made under the Free Healthcare Initiative with the increment of the salaries for healthcare workers in 2010, but much remains to be done in other sectors, particularly within the context of the new initiative to comprehensively reform public sector pay structure to promote the attractiveness of public sector employment. The pay reform agenda of government is expected to address the overhang from the period of near irrational employment in the public sector. Specifically, the reform is expected to be implemented over a five-year period (2011-2015) with the following features: a) minimum wage pay policy, b) classification of jobs into job elements, c) a composite clean wage structure, and d) a unified single spine salary structure 7 . Building human capacity and addressing infrastructure bottlenecks would help boost TFP and hence per capita real GDP growth and job creation. For now, total factor productivity remains negative and two sectors (agriculture and mining) continue to dominate economic activities. Except for recent boom in FDI for iron ore mining in 2009-2012, private sector participation in economic activity remains generally low across all sectors of the economy mainly on account of the high cost of doing business and other public sector inefficiencies.
A robust social safety net and employment-enhancing labor market policies would be necessary. While specific labor market initiatives such as on-the-job training and job placements for qualified but unemployed youth would help enhance the chances of employment and employability and promote inclusive growth, well-targeted social support or safety net would ensure access to a decent (albeit minimum) living standard for all citizens.
Concluding Remarks
Following the 2008 financial crisis and subsequent global economic slowdown, many economies have weakened and unemployment has soared. These developments have heightened the search for economic policies to help recovery of the global economy, create jobs, and reduce poverty. The academic literature that resulted from this search has documented the employment elasticity of growth (although broadly unable to estimate these elasticities for most countries because of lack of data) and underscored the role of economic institutions and policy. This paper builds on this literature by investigating the role of institutions and economic policies in promoting inclusive economic growth in low-income countries, with particular emphasis on Sub-Saharan Africa countries. It uses the case of Sierra Leone to illustrate the impact of initial conditions (such as civil conflict or war), institution building and pursuit of macroeconomic stability on per capita real GDP growth-and by implication, job creation. Analysis of the impact of economic growth on poverty reduction follows the literature in assuming that, to the extent that the GINI coefficient changes but gradually, any increases in income resulting from economic growth would benefit all income groups-thus, economic growth creates jobs and reduces poverty.
The paper uses a growth accounting setup comple- 7 Since the end of the civil conflict, Sierra Leone's public sector reform agenda has been supported by four donors-the World Bank, DFID, the European Union and UNDP. The latest support was three-year project ap proved by the World Bank in May 2012 under the Sierra Leone Pay and Performance Project.
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Open Access ME 771 mented with a panel econometric analysis of main factors that drive inclusive growth. Following the literature, the paper considers the significance of capital accumulation, economic openness and evolution of the real exchange rate, macroeconomic stability, access to credit, government spending, and the quality of economic institutions. It turns out that while capital accumulation is necessary for inclusive growth, it is not sufficient; the quality of economic institutions and economic policy matter. Deriving jobs from economic growth and making a dent into poverty in LICs would also require sector-specific policies, including labor market initiatives with emphasis on job placement and social support. This is a great lesson for fragile states, such as Sierra Leone, who has just emerged from civil conflict or war conditions that have devastated institutional and physical infrastructure, as we have demonstrated in this paper. Although this paper contributes immensely to the existing literature in the areas outlined above, research challenges remain, which open up a vast opportunity for further work. These challenges border on deriving robust employment elasticities of economic growth, particularly in LICs with data shortcomings, without too much reliance on the assumption of short-term stickiness of the GINI coefficient. Addressing this challenge would be a natural extension of this paper.
Appendices Appendix 1. World Bank Country Policy and Institutional Assessments
The World Bank instituted its Country Policy and Institutional Assessments (CPIA) in the late 1970s to help guide allocation of IDA resources to member countries using measurable indicators. The CPIA indicators assess the quality of a country's policy and institutional framework. The term "quality" refers to how conducive a country's framework is in fostering poverty reduction, sustainable growth, and the effective use of development assistance. The CPIA indicators have four broad clusters: A) economic management, B) structural policies, C) policies for social inclusion/equity, and D) public sector management and institutions. Cluster A measures policy indicators on macroeconomic management, fiscal policy, and debt policy; cluster B measures policy indicators on trade, financial sector and business regulatory environment; cluster C measures policies on gender equality, equity of public resource use, building human resources, social protection and labor and institutions for environmental sustainability; and cluster D measures policy indicators on property rights and rule-based governance, quality of budgetary and financial management, efficiency of revenue mobilization, quality of public administration and transparency, accountability, and corruption in the public sector. Each cluster has key indicators that are scored/ranked in the range of 0 (low) to 6 (high) performance in two assessment phases. The initial assessment, called the benchmarking phase, helps ensure that, given the criteria, the ratings are set at the right level and are consistent across countries and regions. The set of benchmark countries is reviewed every year. The second assessment phase is conducted by the World Bank country teams who prepare ratings proposals that are accompanied by a written justification. These proposals are sometimes participatory (joint assessment involving country authorities) and are reviewed within the respective region and subjected to Bank-wide review. The CPIA report shows a lowest and highest average overall score on macroeconomic management and business regulatory environment of 0 and 4.5 respectively for the various country groupings (Table A1) . Although Sierra Leone's overall CPIA performance is weak, it stands tall on macroeconomic management and business regulatory environment ( Figure A1) .
Sierra Leone performed better than LICs and SSA averages on macroeconomic management, and its performance on the business regulatory environment exceeds the average for SSA countries. 
